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OF THE STATE OF CALIFORNIA

In the latter of the Appeal of

)
)
BENEFI Cl AL _FINANCE CO. OF ALAMEDA)
AVD AFFI LI ATES )

Appear ances:

For Appel | ant: George R Richter, Jr., and
John L. Kelly, Attorneys at Law

For Respondent: John J. Canpbel |, Executive Cfficer;
Burl D. Lack, Chief Counsel
Crawford H Thonmas, Associate Tax Counse

OP1L NL ON
This appeal is nmade pursuant to Section 25667 of the
Revenue and Taxation Code from the action of the Franchise Tax
Board on the protests of Beneficial Finance Co. of Al aneda and
Aifiliates to proposed assessments of additional franchise tax
in the total amounts of $2,964.32 and $9,259.46 for the taxable
years 1951 and 1952, respectively.

During the period in question, Beneficial Finance Co.
owned all the shares of apgroxlnately 600 corporations which were
engaged in the small |oan business. ~ The subsidiaries operated
713 places of business in 46 states and Canada. Each subsidiary
except one naintained but one or two places of business and made
loans in a relatively small area. Each had a local office
manager, or managers, who exercised control over local office
ﬁersonnd, ~ One of the subsidiaries, Commonwealth Loan Conpany,

ad approximately 90 places of business in 10 states, including
California. Fifty-seven of these subsidiaries were engaged in
the small loan business in California and were |icensed under
the Personal Property Brokers Law.

~ Beneficial Finance Co. also owned all the shares of
Benefici al FManagement Corporation of America, which did business
in California and el sewhere. This corporation performed nmanage-
ment services for the operating subsidiaries. The services
included auditing, advising, interpreting policy and recruiting
managers. It charged the operating subsidiaries its actual cost
of providing the services and this charge was prorated anong the

subsidiaries on the basis of |oans outstanding.
~ Beneficial Finance Co. set the policies for all of its
subsidiaries. It obtained funds by borrow ng from banks and
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I ssuing debentures and |oaned to the subsidiaries the funds which
they in turn loaned to their custoners. There were group

I nsurance and pension plans for the entire Beneficial Finance
system and the benefits were available to enployees of the sub-
sidiaries. An integrated training program was carried on for al
empl oyees.  There was national advertising of the system
Personnel were interchanged between the various corporations.

_ The 58 subsidiaries engaged in business in California
filed franchise tax returns and, with the exception of Comon-
weal th Loan Conpany, conputed their net incone by separate
accounting. Conmonweal th Loan Conpany allocated a portion of
its income to California by use of a formula consisting of the
factors of (1) tangible assets, (2) wages and salaries and (3)
gross I nt erest | ncone.

. Respondent concl uded that the business of Beneficial
Finance Co. and its subsidiaries was unitary and conbined their
entire income. By a three-factor allocation formula, Respondent
determ ned that 8.,0586% of the conbined net income was derived
fromor attributable to sources in California. This anount was
$1,717,993.33. The three factors used were (1) average |oans
outstanding, (2) wages and salaries and (3)interest income.
Those corporations engaged in business in California agreed with
Respondent that for convenience the resultln%bdef|0|ency coul d be

assessed in the name of "Beneficial Finance of Al aneda and
Affiliates."

_ Appel lants protest the determnation of California net
incone by a fornula. They contend that the business of the
various corporations was not unitary in nature.

~ The organization and operation of Beneficial Finance Co
and its subsidiaries is substantially identical to the organiza-
tion and operation of Anmerican Investment Conpany and its sub-
sidiaries which we held to be unitary in Appeal of Public Finance
Co., Cal. St. Bd. of Equal., Dec. 29, 1958 (2 CCH, Cal. Tax Cas.,
Par. 201-205), (2 P-H State & Local Tax Serv., Cal., Par. 13,194)
As we stated in that opinion:

It is readily apparent that the purpose and
necessary effect of central procurenent of
noney, centralized accounting and supervision
centralized enployee tralnln? programs, the
managenent pool thereby developed, the oppor-
tunity for interchange of personnel and the
common enpl oyee benefit plans which existed,
were to contribute to increased earnings for
the group.
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W are aware of only three cases in which courts have
consi dered whet her grougs of corporations engaged in
operations simlar to those involved herein were
engaged in unltar% businesses. In each of these
cases, the court held that the taxpayer was thus
engaged. (Beneficial Loan Society of Oregon v.

State Tax Commission, G5 Pac. 2d 429; Househol d

Fl nance Corp. v. State Tax Conmi ssion, .

2d 640, Househol dkate Tax

Commi ssion, 12 AtT. Zd 807.])

W conclude here, as we did there, that the operation of
the portion of the business within the State depended upon or
contributed to the operation of the business wthout the State
and that the entire business was therefore unitary under the test
| aid down by the California Suprenme Court in Edison California
Stores, Inc. v. McColgan, 30 Cal. 2d 472.

Appel lants contend that even if the business was unitary,
computation of California net incone by fornula is inproper
because the maximum statutory interest rates on small loans in

‘ California are lower than those applicable to most of the offices
in the Beneficial system

_ This argument msconceives or ignores the concept of a
unitary business and the reason for applying a fornula to the
i ncome, of such a business as a whole.  The scope of the Beneficia
operations resulted in a large volune of loans and contributed to
a strong financial standing of the system thus permtting the
central procurenent of funds at prime rates of interest. By
spreading the costs of centralized services such as nanagement
and advertising over a |large base, services of a high quality
were obtainable at a relatively |ow expense for eacﬁ conmponent of
the system The central procurenment of money at |ow rates and
the centralized services that were Ferforned increased the profits
of each of the corporations within the framework of the entire
business.  Thus, each portion of the business was integrated with
and affected every other portion. |t is this nutual contribution
and dependency that demands the application of a formula to the
Incone as a whole and that makes separate accounting inadequate.
It is no answer to say that one or nore of the corporations could
be elimnated without "affecting the rate of interest at which
money could be centrally obtained, or without nateriallz affecting
the quality or per unit” cost of the centralized services.  (Butler
Bros. v. McColgan, 17 Cal. 2d 664, aff'd 315 U. S. 501.) -
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The contention raised by Appellants is much the sane as

one considered and rejected in John Deere Plow Co. v. Franchise
Tax Board, 38 Cal. 2d 214, appeal dismssed 343 U S. 939.The
court there sustained the use of a fornula conposed of the factors
of property, payrol | and sales against the taxpayer's objection
that profits in California were l'imted because wages and ot her
expenses were higher in California than el sewhere. In doing so
the court observed that:

Varying conditions in the different states wherein
the integrated parts of the whole business function
must be expected to cause individual deviation from
the national average of the factors in the fornula
equation, and yet the nutual dependency of the
interrelated activities in furtherance of the entire
busi ness sustains the apportionnent process.

Aﬁpellants' contention_is even Weaker than that of the taxpayer in

the John Deere case. There, the high wages were reflected in the

payroll factor and tended to assign nore, rather than |ess taxable

Income to California., Here, the factor of interest incone in the

formula gives recognition to the statutory limts on interest

{ﬁte&StcPrrespondlngly tending to reduce the incone attributed to
s State.

The disparity in allowable interest rates, noreover, does
not establish that the operations of the Beneficial systemin
other states were nore profitable than its operations in
California. Appellant has pointed out in another connection
that loans of up to $5,000 are allowed by statute in California,
while the |imt is $500 in practically all other states. A
higher limtation on loans not only permts increasing the gross
I ncome but al so makes possible the reduction of expenses attri-
butable to a given dollar volume of |oans. Additionally, the Fer
capita income and purchasing act|V|tY in California substantially
exceed the national average and the [arge population here is
nalnI% concentrated in urban areas. These are elenents that may
wel | have resulted in a greater effective demand for |oans,
greater econony of operation and onortunlty for profits through
concentration of customers, and a |ower percentage of |osses than
In other states where the interest rates were higher.

_ It is well settled that once the business is found to be
unitary, the Franchise Tax Board's use of an allocation formula
I's presunptively correct and the burden is on the taxpayer to
nmake oppression nmanifest bv clear, cogent evidence. (Butler Bros.
V. McColgan, supra.) W have previously sustained the application
to unirtary finance businesses of the formula applied here by the
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Franchi se Tax Board. (Appeal of Public Finance Co., supra; Appea
of Tri-State Livestock Credit. Corp., ApriT 4, 1960(3 State
Tax ReB., Cal ., Par. 201-533) .[2. »p _.State & Local Tax Serv.
Cal ., Par. 13,219.) W have nevertheless t horoughly consi dered
all of the contentions directed by.APPellants agai nst each of the
factors in the formula and will briefly discuss those upon which
Appel  ants appear to place their primry reliance.

~ Appellants argue that the use of average |oans outstanding
I's inproper because California permts larger |oans than other.
states and at lower rates of interest. The fact that California
permts larger loans than other states in no way mlitates
against the propriety of the factor in question” In so far as
interest rates are concerned, Appellant's argument is answered by
John Deere Plow Co. v. Franchise Tax Board, supra, and our fore-
going discussion of thaf case.

_ In addition, Appellants argue that the factor of interest
income is inproper because of the interest rate restrictions in
California. Since this factor reflects the rates of interest,
the argunment supports rather than undermnes its use.

Flnally, Appel | ants attack the use of wages as a factor.

The aPproprla eness of this factor of the fornula is established
by all of the decisions of the California Suprene Court that we
have cited herein. The gist of Appellant's position is, however
that each dollar of wages Pald to management produces nore income
than the same amount paid to operating personnel and that nost of
the managing personnel are outside of "California. Assumng that

pel | ants ! basic prem se concerning productivity is correct,
this is a refinenent which need not be reflected in the fornula.
In allocating income by a formula, rough approximtion rather
than precision is sufficient. (El Dorado Ol Vorks V. McColgan,
34 Cal. 2d 731, appeal disnissed 340 U S. 801, &85.)

It is our conclusion, based upon all of the facts and
argunents presented, that the action of the Franchise Tax Board
must be sust ai ned.

ORDER

Pursuant to the views expressed in the Cpinion of the
Bﬁardfon file in this proceeding, and good cause appearing
t heref or,

| T | S HEREBY ORDERED, ADJUDGED AFD DECREED, pursuant to

Section 25667 of the Revenue and Taxation Code, that the action
of the Franchise Tax Board on the protests of Beneficial Finance
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Co. of Alaneda and Affiliates to proposed assessments of addi-
tional franchise tax in the total anmounts of$2,964.32and
$9,259.46 for the taxable years 1951 and 1952, respectively, be

and the sanme is hereby sustained.

Done at Sacramento, California, this 6th day of June,

1961, by the State Board of Equalization.

John W, Lynch

Paul R Leake

R chard Nevins

ATTEST: Dixwell L. Pierce , Secretary
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